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Abstract: This study aims to test and prove the relationship of local government financial performance with 
fiscal balance transfer, local own-source revenue, local government size, and capital expenditure. The study 
uses samples from District/City Local Governments in Sulawesi Island for the years 2016-2018. The samples 
were collected using the census sampling method, for a total of 243 samples in District/City Local 
Governments in Sulawesi Island. In this analysis, the hypothesis testing is performed using SPSS by the 
multiple linear regression method. The result of this study shows that fiscal balance transfer has a negative 
impact on the local government financial performance, local own-source revenue has an impact towards the 
local government financial performance, local government size does not have an effect towards the local 
government financial performance, and capital expenditure has an effect towards the local government 
financial performance. This study is expected to contribute to local governments by providing 
recommendations to improve the local government financial performance. 
 





Improvement of performance must be done, by both private and public organizations. The performance of 
private organizations differs from the public sector, in which majority of performance measurement is based 
on revenue, and the public sector does not use revenue as a measurement for the success of an organization, 
since its main objective is not to generate revenue, but to improve the welfare of the people, as well as public 
services. The performance of local governments can be viewed from a financial viewpoint, through financial, 
performance to determine the efficiency and effectivity in managing local finances (Putri & Aswar, 2020). 
According to Mardiasmo (2009), public sector performance can be measured using value for money, which 
consists of economy, efficiency, and effectivity. This study is not in line with Andani and Respati (2019), and 
consistent with study carried out by (Mulyani & Wibowo 2017). The examination of performance is aimed to 
assess the 3E aspects (economy, efficiency, and effectivity). The performance examination result report of the 
BPK concludes that performance is still not generally effective. In Districts/Cities in Sulawesi Island, the BPK 
implemented the following examinations related to performance examination in Districts/Cities from 6 
provinces. 
 
Table 1: Performance Examination 
Entity Number of Examinations Examination Result 
North Bolaang Mongondow District 1 Not Yet Effective 
Minahasa District 1 Ineffective 
North Minahasa District 1 Ineffective 
Manado City 1 Not Yet Effective 
Poso District 1 Not Yet Effective 
Barru District 1 Not Yet Effective 
Selayar Islands District 1 Not Yet Effective 
Maros District 1 Ineffective 
Soppeng District 1 Ineffective 
Wakatobi District 1 Not Yet Effective 
Mamasa District 1 Not Yet Effective 
Gorontalo District 1 Not Yet Effective 
Gorontalo City 1 Ineffective 
Total 13  
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Based on Table 1, which summarize the examination result for several Districts/Cities in the Sulawesi Island 
the BPK still states that performances are still not yet effective or ineffective. The performance of local 
governments are achievements of vision, mission, as well as the goal of activities listed in local planning 
document, which will later impact the welfare of the people, as well as improve the quality of public services. 
The government must improve financial performance in managing local finances. Previous studies have 
frequently discusses factors affecting the local government financial performance, such as the study Aminah 
et al. (2019) which states that fiscal balance transfer has an effect on the local governments financial 
performance, in which the higher the fiscal balance transfer, the more funds that are received to fund local 
government activities in promoting the welfare of the people, improving public services, and improve the 
local government’s performance itself. The existence of funds from the central government may function to 
increase the influence of the central government in implementing closer monitoring towards the disclosure of 
public sector financial reports (Ingram & DeJong, 1987). Furthermore, the local government financial 
performance may be affected by local own-source revenue. Aswar (2019), and Apridiyanti (2019) found that 
local own-source revenue has an positive effect on the local governments financial performance, which is 
indicates that higher the independence of the region, and avoids funding dependence from the central 
government. Therefore, is able to use self-generated funds to increase the growth of the people and thus 
increases the local government performance.  
 
Another factor that can affect the local government financial performance is local government size. 
Governments will display good news in order to obtain a higher performance score, based on the study 
conducted by Tama and Adi (2018). Local government size in this study is  used based on previous research 
conducted by (Aswar, 2019). The research conducted by Mulyani and Wibowo (2017) states that local 
government size has an effect on the local government’s financial performance. Capital expenditure is another 
factor that can affect the financial performance of local governments. Mulyani and Wibowo (2017) stated that 
capital expenditure has a positively significant on the local government’s financial performance. The higher 
the allocation of capital expenditure, the better the local government financial performance. This is due to the 
fact that local expenditure is the expenditure of the government in order to provide services to the people, 
who will experience direct or indirect impact (Andirfa et al., 2016). Capital expenditure is made by the 
government for things such as infrastructure building, as well as other types of building (Ermawati & Aswar, 
2020). Therefore, the aim of this study is to investigate the relationship between fiscal balance transfer, local 
own-source revenue, local government size, and capital expenditure towards the financial performance of 
local governments. 
 
2. Literature Review and Hypothesis Development 
 
Agency Theory: Harahap (2011) explains that the agency theory is a relationship between the management, 
owner, creditors, and the government. In the implementation of relationships between the investor and 
management of a business, agency relationships frequently occur, according to Jensen and Melking (1976). 
Furthermore, Sochib (2016) explains that the agency relationship is a contract that consists of one or more 
parties, called the principal, who employs another party, which is the agent, to accomplish several services, 
and afterwards delegates decision-making authority to the agent. 
 
Signaling Theory: According to Spence (1973), the signaling theory is a theory in which the party of the 
information owner attempts to provide relevant information that can be utilized by the receiver of 
information. The receiving party then adjusts its behavior based on the understanding of the signal. In the 
context of signaling, the government attempts to provide a good signal for the people (Evans & Patton, 1987; 
Verawaty, 2017). The objective of this is so that the people will support the government, in order for the 
government to be able to be executed well, in which financial reports are one of the facilities in providing 
signals to the people (Verawaty, 2017). 
 
Hypothesis and Conceptual Framework: The hypothesis development in this study is based on factors 
suspected to have effects towards levels of corruption, and is thus formulated as follows: 
 
The Effect of Fiscal Balance Transfer Towards Local Government Financial Performance: Fiscal balance 
transfers are funds distributed by the central government to the regional governments that are used to 
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finance programs in the region, to achieve the goal of the local government, to attain the local government’s 
goal of promoting people’s welfare and enhancing the quality of public services. The central government acts 
as the principal in relation to the agency theory, and local g and the local government acts as the agent, in 
which the central government delegates authority to the local government in managing the finances from 
received funds, and the local government must assume responsibility on behalf of that authority by managing 
finances well, an also optimally and fairly increase the quality of public services. This will improve the local 
government’s financial efficiency, based on studies conducted by Andirfa et al. (2016) and Awwaliyah et al. 
(2019), which show that fiscal balance transfer has a positive effect on the financial performance of local 
governments. The hypothesis is formulated on the basis of the explanation above:  
H1: Fiscal Balance Transfer positively significant on the Local Governments Financial Performance. 
 
The Effect of Local Own-Source Revenue Towards Local Government Financial Performance: Local 
own-source revenue is revenue retrieved from the region itself, based on regulations that apply, originating 
from local tax, local retribution, and other lawful revenue. In the context of the agency theory, the people act 
as the principal by providing funding for local retributions, and the local government acts as the agent, who 
executes responsibility in managing its funds, which originate from the people, to drive other activities in 
order to achieve the goal of the organization. Andrei (2013), Aswar (2019) and Awwaliyah et al. (2019) found 
that local own-source revenue positively significant on the local governments financial performance. 
Therefore, the hypothesis formulated:  
H2: Local Own-Source Revenue positively significant on the Local Governments Financial Performance. 
 
The Effect of Local Government Size Towards Local Government Financial Performance: Size of local 
government determines the size of the region. This is one of the recommendations from the study conducted 
by (Aswar, 2019). Local government size is viewed from the number of citizens, in which every district/city 
has a different number of citizens and budget. A higher number of citizens will trigger local governments to 
send signals or relevant information related to the prepared financial statements, in which a good financial 
report indicates that an organization is running well (Sukarmi & Budiasih, 2016), and therefore increases the 
local government financial performance itself. The local government’s sending of signals to the people would 
encourage them to support the improvement of the local government’s financial performance. A high amount 
of citizens will improve the local government performance (Mulyani & Wibowo, 2017). This is consistent with 
studies carried out by Dewata et al. (2017), and Anggraini et al. (2019) found that the size of  local 
government has a positive significant impact on the financial performance of  local governments.  
H3: Local Government Size positively significant on the Local Governments Financial Performance. 
 
The Effect of Capital Expenditure Towards Local Government Financial Performance: Capital 
expenditure is the expenditure for development, in the form of investment for a region, which has a benefit of 
more than one year, and can add to the assets or wealth of the region, such as the purchase of equipment, and 
construction of infrastructure, which will support people’s health and boost the quality of public services 
later. Capital Expenditure must also be done effectively and efficiently, in which local governments must 
spend low costs in order to produce optimal output and later provide positive impact towards the people. In 
the context of the signaling theory, capital expenditure is one of the way that the local government sends 
signals to the people regarding expenditures of the local government in the form of relevant capital 
expenditure, in order for the people to use this information and support the improvement of local 
government financial performance in the capital expenditure aspect, since it can be directly or indirectly felt 
by the people in forms such as facilities and infrastructure construction, which will improve the quality of 
public services. Good management and financial reports indicate that an organization is running well 
(Sukarmi & Budiasih, 2016). A high capital expenditure indicated good local government performance. This is 
in line with the studies conducted by Andirfa et al. (2016), and Leki (2018), which state that capital 
expenditure has a positive significant effect on the local governments financial performance.  
H4: Capital Expenditure positively significant on the Local Governments Financial Performance. 
 
3. Research Methodology 
 
This study uses the financial reports of District/City Local Governments financial report for 2016-2018 on 
Sulawesi Island for 243 Districts/Cities. SPSS had evaluated theories using multiple linear regression 
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methods.  The dependent variable in this analysis is local government financial performance, measured using 
the rate of efficiency adopted by (Mulyani & Wibowo, 2017). The independent variables in this study are: 
fiscal balance transfer measured using the total realization of fiscal balance transfer, local own-source 
revenue measured using the total realization of local own-source revenue, size of local government measured 
using the total revenue in comparison to the number of citizens, and capital expenditure, measured using the 
total realization of capital expenditure, based on the study conducted by (Mulyani & Wibowo, 2017). 
 
4. Results and Discussion 
 
This study using the saturated sampling method, 243 samples were taken from 81 districts/cities for a 3 
years duration. However, in this analysis, only 185 samples were used after removal of outlier results. In the 
descriptive statistics found in Table 2, the independent variable of fiscal balance transfer has an average value 
of 27.3772, average local own-source revenue is 24.9595, local government size has an average value of 
15.4383, and capital expenditure has an average value of 26.2176. Meanwhile the dependent variable, 
financial performance has an average value of 0.8690. The standard deviation the financial performance is 
0.05212>0. Therefore, it can be concluded that all the data in this study is variative or not uniform. The 
standard deviation for the independent variables, fiscal balance transfer is 0.29352>0, local own-source 
revenue is 0.87545>0, local government size is 0.37500>0, and capital expenditure is 0.34294>0, therefore, it 
can be concluded that all the data in this study is variative or not uniform. 
 
Table 2: Descriptive Statistics 
 N Minimum Maximum Mean Std. Deviation 
 FPLG 185 ,76 1,03 ,8690 ,05212 
FBT 185 26,72 28,32 27,3772 ,29352 
LOSR 185 22,86 27,95 24,9595 ,87545 
LGS 185 14,60 16,62 15,4383 ,37500 
CE 185 25,31 27,34 26,2176 ,34294 
Valid N 185     
 
The t-Test aims to identify the effect of each individual variable, which are fiscal balance transfer, local own-
source revenue, local government size, and capital expenditure towards the local government’s financial 
performance in Districts/Cities in Sulawesi Island. Based on this result, it can be inferred that local own-
source revenue has an impact on local government financial performance. The results of the t-Test are found 
in Table 3, which shows the result of the testing of the fiscal balance transfer, local government size, local 
own-source revenue, and capital expenditure variables towards the financial performance of local 
governments in Districts/Cities in Sulawesi Island. Therefore, it can be concluded that there is an effect 
between capital expenditure and the local government financial performance. This study uses α = 5%. The 
result of the regression test shows that individually, fiscal balance transfer has a coefficient value of -6.477 
with a significance probability of 0.000. Based on this result, it can be concluded that fiscal balance transfer 
has a negative effect towards the financial performance of local governments in Districts/Cities in Sulawesi 
Island. This study is consistent with the theory of agencies, which states that local governments must disclose 
the receipt effective management of funds to the central government, promote people’s welfare and enhance 
the quality of public services, which in effect will improve the financial performance of local government. 
 
Table 3: Multiple Regression Analysis 
 Unstandardized Coefficients Standardized 
Coefficients Beta 
  
Model   B Std. Error  T Sig. 
(Constant) ,928 ,505  1,837 ,068 
Fiscal Balance Transfer -,129 ,020 -,721 -6,477 ,000 
Local Own-Source Revenue ,027 ,006 ,453 4,459 ,000 
Local Government Size  -,019 ,013 -,141 -1,497 ,136 
BelanjaModal ,114 ,011 ,753 10,380 ,000 
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The local own-source revenue has a measured t value of 4.459 with a probability value of 0.000. The findings 
of this study are consistent with analysis carried out by Mulyani and Wibowo (2017), which states that a 
higher local-own source revenue would boost financial performance. It is also in line with the theory used in 
this study, which is the agency theory, in which this local own-source revenue is revenue received from the 
people or stakeholders towards the local government. In this context, the local government must be 
responsible in efficiently managing finances in order to improve the local government financial performance. 
The calculated t value of the local government size variable is -1.497 with a significance probability of 0.136, 
which is larger than the significance rate of 5%. Therefore, it can be inferred that the size of local government 
size has no impact on local government financial performance. The findings of this study are inconsistent with 
study conducted by Mulyani and Wibowo (2017), and are consistent with the study conducted by (Dewata et 
al., 2017). The result of this analysis does not adhere to the signaling theory, which states that the size of a 
local government is determined using. The number of citizens and revenue budget in Districts/Cities in the 
Sulawesi Island, and therefore cannot yet be reported as a factor affecting a local government’s financial 
performance. 
 
A local government with a low number of citizens might not have bad financial performance, since 
governments with a small number of citizens must also improve the quality of services for the people. This 
study is not consistent with the signaling theory, in which the government would send financial management 
signals to the people, as people are more focused on direct impacts or outcomes that people may feel directly. 
Capital expenditure has a coefficient value of 10.380 with a significance probability of 0.000, which is less 
than the significance rate of 5%. This study is not in line with Andani and Respati (2019), and consistent with 
study carried out by (Mulyani & Wibowo 2017). This study consistent with the signaling theory, since a high 
capital expenditure indicates the construction of many facilities and infrastructure, which will be directly felt 
by the people, and the more designed infrastructures would increase the efficiency of public services, and 
local government financial performance. The local government sends signals to the people regarding 
expenditures made by the government in the form of capital expenditure, which can be directly felt by the 




The aim of this study is to investigate the impact of fiscal balance transfer, local own-source revenue, local 
government size, and capital expenditure on the financial performance of local government. The following 
finding can be derived from this study after review and hypothesis testing: fiscal balance transfer have a 
negative effect on the local governments financial performance, local own-source revenue and capital 
expenditure have a positive impact on the financial performance of local governments. Meanwhile, local 
government size does not have relationship towards the local government’s financial performance. The 
implications of this study in practice is to make a commitment to local governance as the engine of financial 
performance in local governments in order to be able to pay attention to policy and low problems and be able 
to enhance and raise the budget financial efficiency more effectively and efficiently. Local governments 
should be stable in managing their pure local revenue and be able to handle economically derived external 
funds. To obtain the confidence of the communities, the National Audit Board will issue a credible audit 
opinion which will enhance the local governments of financial performance. Further analysis to extend the 
objects of the study in order to be able to generalize, as well as utilize other theories and measurements 
besides the variables used in this study, especially the local government size variable, audit opinion and 
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